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I. Executive Summary

On March 3, Speaker Finneran asked the Chairs, Vice Chairs and ranking

minority members of the Committees on Human Services and Elderly Affairs, Health

Care, State Administration, Public Service and Insurance to serve as a task force to

undertake an examination of the Administration's budget proposals, to assist the

Committee on Ways and Means in drafting its budget proposal and to solicit the greatest

input from the public in the budget process and to issue a preliminary report by late

March or early April. This document constitutes the Task Force's written findings.

An examination of the health and human services portion of this year's budget

process has been complicated by the Administration's proposed reorganization of the

Executive Offices of Health and Human Services and of Elderly Affairs and of the

Department of Veterans' Services through recommendations contained in H 1. The

Administration has pledged to submit legislation pursuant to Article 87 of the state

constitution to effectuate this reorganization. Our findings, therefore, necessarily include

and examination of the Administration's plan and, because we find that plan wanting, a

proposed alternative.

This Health and Human Services Task Force held four public hearings around the

Commonwealth, in Holyoke, Boston, North Andover and New Bedford, during which we
heard from hundreds of citizens over more than twenty-two hours of testimony. In

addition, the Task Force met with and/or received written or oral testimony from:

Secretary Ron Preston, EOHHS
Secretary Jennifer Davis Carey, EOEA
Commissioner David Govostes, MA Rehabilitation Commission

Commissioner Michael Bolden, Department of Youth Services

Commissioner Harry Spence, Department of Social Services

Commissioner John Wagner, Department of Transitional Assistance

Commissioner Tom Kelly, Department of Veterans' Services

Commissioner Christine Ferguson, Department of Public Health and Acting

Commissioner, Department of Health Care Finance and Policy

Commissioner Ardith Wieworka, Office of Child Care Services

Director Juliette Nguyen, MA Office for Refugees & Immigrants

Commissioner Heidi Reed, MA Commission for the Deaf and Hard of Hearing

Commissioner Gerry Morrissey, Department of Mental Retardation

Acting Commissioner Douglas Brown, Division of Medical Assistance

Commissioner Ken Duckworth, Department of Mental Health

Professor Robert Behn, Professor, Harvard Business School

Professor Jack P. Shonkoff, Dean, Heller School of Social Policy, Brandeis University

Elaine Werby, McCormack Institute of Public Affairs, UMass-Boston

MA Extended Care Federation

Catholic Charities of MA
MA Taxpayers Foundation

MA Human Services Coalition





AARP
MA Public Health Association

MA Hospital Association

MA Nurses Association

MA Medical Society

ARCMass
Home Health Care Association ofMA
Mass Home Care

As a result of these hearings and of the Task Force's examination of the

Administration's budget and reorganization proposals, the Task Force makes the

following preliminary findings:

1. The Administration claimed that its proposed EOHHS and EOEA
reorganization plan would save $90 million. Our examination shows

that the components of the Administration's plan are very unlikely to

save more than $23 million in FY04, that even these savings are far

from assured and that most if not all of these savings can be achieved

independent of any reorganization.

2. An effective reorganization would improve the quality of the services

the Commonwealth provides to millions of Massachusetts residents

and could save the Commonwealth money in subsequent years. Initial

steps should be undertaken this year. It will not, however, yield

anything more than de minimus savings in FY04 and may actually

cost money in the short term.

3. Other than by implementing program changes to MassHealth, there

are few savings to be found in EOHHS and EOEA programs in FY04.

4. In addition to the specific reform proposals contained in Section IV,

below, the Task Force recommends that the Legislature continue to

solicit suggestions from EOHHS and EOEA staff, customers and
providers and continue to work with the Administration to ensure

more meaningful reform which would improve EOHHS and EOEA
operations. To this end, the Joint Committee on Human Services and

Elderly Affairs will hold a hearing on further EOHHS and EOEA
reorganization on September 16, 2003.





n. EOHHS Budget History

A. EOHHS and EOEA

It is difficult to examine EOHHS and EOEA-either their budget history, their current

operations or any proposed reorganization—without examining Medicaid. Over the past

decade, the budget or operations of nearly every EOHHS agency has been impacted by

changes in the Commonwealth's Medicaid program.

Other than Medicaid, the combined budget of the EOHHS agencies has shrunk by

5.8% in 2003 inflation adjusted dollars* since FY 91. Similarly, in inflation adjusted

terms, EOEA's budget has had zero growth in the past twelve years, even accounting for

the introduction of the Prescription Advantage program in 1999.

EOHHS Spending 1991-2003

EOHHS* 1991 EOHHS* 1999 EOHHS* 2003

Spending Spending Spending

Adjusted Adjusted

B. GIC

With respect to the Group Insurance Commission, the overall cost of the

Commonwealth's share of its employees' health insurance has been steadily rising, with

an especially high rate of increase in recent years. The cost of insuring public service

employees has risen with the ever growing price of healthcare in both the public and

private sectors, increasing from $485,836,221.00 in FY95, to $744,063,652.00 in FY03,

an increase of some 53.1 percent. The most dramatic increases have occurred in the past

three years, as the Commonwealth has seen increases of 9.1 percent from FY00 to FY01,

1 1 .6 percent from FY01 to FY02 and 9.0 percent from FY02 to FY03.

The rising cost of medical care and prescription drugs has forced GIC to pass the

increases along to the Commonwealth and its employees. In recent years GIC has

attempted to deal with the increases to the bottom line by increasing member co-

payments and deductibles. In FY03 alone, GIC has passed on $30 million of additional

costs to its enrollees in the form of increased co payments.





III. Task Force's Analysis of H 1 and the Administration's

Proposed EOHHS and EOEA Reorganization Plan

In releasing its proposed reorganization, the Administration claimed the following

savings or revenue "enhancements." Upon examination, we have found the following:

A. No more than $23 million of the $90 million in EOHHS "administrative

consolidations and restructuring" which the Administration claims in H 1

is realizable in FY04.

Governor's Proposed FY 04 Savings Actual Realizable Savings in FY 04

Sections 1-3 below are the three categories of savings EOHHS has suggested

would accrue from the Administration's proposed EOHHS reorganization. A cursory

review of the information EOHHS staff has made available reveals a host of problems

caused either by mathematical error or an inability to provide budget specifics to support

EOHHS' s $90 million claim. First, EOHHS is unable to support its contention that

restructuring would save $24.3 million (Section 3 below); instead, EOHHS can point to

only $17.8 million in specific savings. In addition, EOHHS now acknowledges that

Section 2, below, actually totals only $31 million. These two changes reduce the

Administration's claimed $90 million in EOHHS reorganization savings to $78 million,

even before any examination of the reorganization plan. Further examination, described

below, reveals that even this reduced figure far exceeds realizable savings in FY04.

1 . $30 million from the sale of closed EOHHS facilities.

EOHHS admits that this figure represents a guess that half of the sales they have

proposed could be completed in FY04 and a guess as to the value of the targeted land in

the current market. Given the necessary steps preceding any such sale—closing the

facility and relocating residents, conducting environmental, zoning and other review of

the properties, may of which are comprised of multiple parcels, conducting any necessary

environmental remediation, allowing for local review of the sale and future use of these

properties, marketing the properties, preparing for closings—we believe it is unrealistic

to expect closing on any of the properties within the next fourteen months.





2. $36.3 million due to "licensure adjustments" at DPH and DMH facilities

and the closure of state facilities.

EOHHS now acknowledges that the total for this category is actually $31 million.

Approximately $6 million of his figure represents additional federal reimbursement (FFP)

which EOHHS believes it can obtain through Medicaid by changing the licensure and

operations of several state hospitals, such as the Massachusetts Mental Health Hospital.

EOHHS has not provided a detailed breakdown of these savings, however. The

remainder of this category represents savings obtained by ceasing operations at several

state hospitals and related facilities. Given past experience in closing facilities which

house seriously disabled and/or physically and/or mentally ill clients, the possibility of

completing these closures, much less doing so early enough in FY04 to produce

significant operating expense savings, is remote. In 1991, a bipartisan commission

recommended the closure of the Dever State School within three years. Dever took

eleven years to close and remains owned by the Commonwealth.

3. $24.3 million in actual "reorganization" savings.

The administration has identified $2.3 million in savings from closing 36 EOHHS
regional offices. Seventeen of the 36 offices the administration has identified for closing,

however, are under lease agreements which expire after the end of FY04. EOHHS is

unsure whether there will be hurdles to avoiding penalties for breaking these leases and

the Administration has inserted outside section 254 in H 1 to try to deal with this

potential hurdle. The remainder of this figure represents staff reductions which EOHHS
believes can be effectuated by centralizing professional staff (legal, accounting, IT, etc.),

i.e., moving staff currently in each EOHHS agency to EOHHS itself and thereby

eliminating some duplication of staff and expertise. EOHHS can provide specific

categories of savings, however, for only $15.9 million. The Administration has proposed

outside sections 168-171 to try to circumvent existing union rules which would

complicate these planned staff reductions by allowing more senior EOHHS staff targeted

for layoff to take other positions in the Office.

We believe, therefore, that no more than $23 million of the $90 million in savings

the Administration said would be realized by his EOHHS reorganization are realizable in

FY04, of which approximately $2 million represents local office closures, $15 million

represents back office staff reductions and $6 million represents additional FFP through

licensure changes. We emphasize that all three of these savings, however, have

significant hurdles to realization as well, as detailed above.

B. The $89.5 million revenue "enhancement' ' which H 1 envisions from a

new $150,000 per insurer user fee would actually only produce $9

million, as currently proposed.
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The Administration appears to have obtained the $89.5 million figure by

multiplying the intended $150,000 per insurer fee by the number of entities currently

holding health insurance licenses, 594. The Division of Insurance notes, however, that

268 of these companies have no active subscribers in Massachusetts and, therefore,

would likely simply forfeit their licenses rather than pay a fee. In fact, DOI can only

identify 27 companies which have received health insurance premiums in 2002 and even

some of these received so little total premiums, less than $1 million, that it would appear

unlikely that they would continue operating in Massachusetts if forced to pay even a

$150,000 annual fee, much less the significantly larger fee needed if $89.5 million in fees

were spread over only 27 companies. Either far fewer dollars could actually be raised by

this user fee, as proposed, or a small group of local insurers would actually bear millions

of dollars each of this new fee.

There are additional hurdles. If Massachusetts were to enact this fee other states

might impose retaliatory taxes on Massachusetts insurers, in effect increasing further the

total cost of the user fee to those Massachusetts insurers operating in such states. Also,

since the Administration's proposal exempts self-insured companies, the resulting

incentive to self-insure could result in a significant loss of premium revenues for licensed

insurers, thereby decreasing further the net revenue generation to the Commonwealth.

Finally, by increasing health insurance premiums statewide, this user fee would provide a

further disincentive to employers to offer health insurance, which would increase the cost

to the Commonwealth of providing health care through Medicaid and the Uncompensated

Care Pool.

C. $80 million savings by increasing employees' share of GIC health

insurance premiums.

The Administration's group health insurance proposal, included in H 1, estimates

a savings of $80 million by increasing the contribution rate of employees to 25 percent of

the cost of the least expensive health plan available after a risk adjustment (retired

enrollees' contribution rate would remain unchanged). The Administration calculated

this estimate before GIC completed its FY04 budget, however. GIC has now determined

that the cost of the Administration's plan is actually only $62 million less than GIC's

FY04 budget total, not $80 million less.
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It should also be noted that both of the above figures overstate the savings

attributable to increasing employees' share of their premiums to 25% in two ways. First,

GIC estimates that it would take at least a few months into the fiscal year to fully

implement any change in premium share. Given this, GIC estimates passage of the

Administration's plan, even without capping employees' share at 25%, would not save

$62 million in FY04, but instead save several million dollars less.
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25% in FY04

Second, the Administration's plan increases employees' share to 25% only for

those employees in the least expensive plan GIC offers. Other employees, a majority in

fact, would pay more than 25%. If the Administration's plan asked all employees' to

contribute 25%, GIC estimates that the actual savings of the Administration's plan would

be only $54.7 million. Given a three month delay in GIC's implementation of any

adjustment, mentioned above, the realizable savings of the Administration's plan falls to

$41.1 million in FY04.

The Administration's plan does include two worthy proposals, both of which GIC
endorses. The first would eliminate the long standing discrepancy between the share of

premiums paid by enrollees in GIC's HMOs and GIC's Indemnity Plan. The second

would adjust GIC's payment levels to the various plans it offers to account for their

different risk pools. This so-called "risk adjustment" would encourage greater

competition between the plans and, therefore, likely create savings for GIC and its

enrollees.

D. Program Transfers

1

.

Community Partnerships for Children from DOE to OCCS

The transfer of the CPC program from DOE to OCCS has been one of the most

hotly debated aspects of any of the program transfers. Those opposed to the transfer cite

DOE's commitment to the educational character of CPC as the reason why the program

should remain at DOE. Those in favor of the transfer cite OCCS's commitment to

providing the most direct care and administrative efficiencies while maintaining program

mission and integrity as the reason to move the program. We heard much testimony from

both sides of this issue.

2. Administration of SSI for the Blind from MCB to DTA





The Commissioner for MCB does not recommend this transfer as it does not

provide any cost savings and imposes one more agency for clients of MCB to go through

for benefits. MCB is able to successfully administer this program.

3. Consolidation of Teen Pregnancy Prevention and Service Programs

Consolidating the following line items, DPH 4530-9000, DTA 4403-2119, OCCS
4130-3050 and DSS 4800-0038, does not best serve teen parents or their children, nor

does it provide cost savings to the state. Each program addresses population and service

specific needs best provided through the agency it is currently administered by.

Consolidating these programs is a simplistic and inappropriate paradigm for teen

pregnancy.

4. DPH Domestic Violence Program from DPH to DSS

The Task Force does not believe that shifting this program, which provides

community based domestic violence prevention to specific communities (line item 4800-

1400) should be shifted to DSS. This change would save no money and would threaten

its focus as a community based, health related prevention program.

E. Prescription Advantage.

The Administration's announced plan to eliminate Prescription Advantage, which

provides prescription drug coverage to 82,000 Massachusetts seniors, eighty-one percent

of whom earn less than $16,668 annually for an individual or $22,452 for a married

couple, is a mistake. The loss of this coverage will increase the cost of caring for these

seniors to the Commonwealth's health care system generally. Five states have received

federal waivers for similar senior drug programs and seven more, including

Massachusetts, have applications pending. Massachusetts should aggressively seek this

waiver, while instituting additional cost saving measures in this vital program.
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IV. Task Force Recommendations

The Administration's EOHHS, EOEA and Division of Veterans' Services (DVS)

reorganization plan, as described in draft form obtained by the Task Force as of the date

hereof, contains many positive elements. The Task Force agrees with the plan's notion of

strengthening the Executive Office of EOHHS and the EOHHS Secretary's authority.

We agree with the decision to abolish the Division of Medical Assistance and the

Division of Health Care Finance and Policy and to move some of the former and all of

the latter' s functions into DPH. We applaud the plan's intention to establish uniform

contracting and payment procedures for all EOHHS agencies. The Administration's

plan, with the exceptions noted in this Section and Section IV above, is a good first step.

Obviously, neither the Administration, this Task Force nor the Legislature as a

whole can complete the steps necessary to draft the comprehensive reform of EOHHS
operations which is needed in the few weeks each has had to perform that work. A
successful reorganization will require more than a one time scrambling of the Executive

Office's organizational chart. The Legislature should continue to provide a forum for

suggested reforms in these agencies and improvements in their operation.

A. Structural Reform Recommendations

The Task Force recommends a wholesale structural reform of EOHHS, EOEA
and DVS, which will strengthen and reinvigorate each agency and allowing for

economies of scale and increased communication and information sharing while

maintaining the client focus and expertise necessary for each to better care more

efficiently.

1

.

Executive Office of Elder Affairs

One of the most significant differences the Task Force has with the

Administration's plan is its proposed weakening of the Executive Office of

Elderly Affairs. Elders in Massachusetts deserve to have direct access to the

Governor in the form of an executive office and a secretary who reports directly

to the Governor. We heard testimony from four previous Elder Affairs

Secretaries and dozens of advocates and providers who agree. Additionally, we
recommend that all long term care for the elderly be transferred to EOEA to

ensure improved coordination and individualized care by consolidating home
care, home health care and the continuum of residential long term care into a

single office for the first time. This would finally implement a decade old

recommendation of the Massachusetts Taxpayer's Foundation.

2. Department of Veterans' Services

The Administration appears to have reversed its initial plan to place DVS
under the purview of Elderly Affairs. This change would have yielded few
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savings and done so at the risk of alienating the Commonwealth's veterans,

especially those under the age of 65. The recommendation of the Task Force is to

retain the Department as a free standing agency, under EOHHS, so that all

veteran-related services, including for the first time, the state's two soldier's

homes, shall fall under a single agency.

3. Eliminate the Divisions of Medical Assistance and Health Care Finance

and Policy

The Task Force believes that a commitment to improved inter-Office

communication, combined with the increases in communication and information

sharing allowed by the improved information technology recommended above

and the centralization of purchase of service and review operations recommended

below will the dissolution of the DMA bureaucracy and the absorption of the

functions of DMA and DHCFP into the appropriate remaining agencies of

EOHHS and EOEA.

B. Operational Reform Recommendations

1 . Unified EOHHS Databases

The Task Force recommends that EOHHS uses the opportunity for 90% federal

reimbursement for information technology to move toward a unified data system for all

of its agencies. With improvements in technology, especially opportunities for data

sharing provided by the internet, increased data sharing and communication need not

entail the wholesale replacement of existing IT hardware and software and, furthermore,

can be effected in stages, often at little cost.

One agency in EOHHS often serves the same individual or family as another.

The program focus of the current EOHHS organization does not best fit the needs of

those receiving state services. There is often duplication of case management as each

isolated program serves the same family. Developing an IT system that maintains the

confidentiality needs of the state's service consumers while keeping a "bird's eye view"

database of clients could greatly improve service delivery. Two examples of immediate

changes in this area, which the Task Force recommends, are:

a. Child Nutrition — The Task Force recommends the adoption and implementation

of the plan offered by H/S 774 An Act to End Child Hunger in Massachusetts.

Over the past two years a federal grant has provided for the infrastructure to test a

centralized access to child nutrition programs. This successful model should be

integrated into the state's structure and can serve as a model of coordination in

other areas.

b. Unified Housing Application System - The Task Force recommends the

implementation of a statewide affordable housing database, which utilizes the
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internet to allow EOHHS, EOEA and DVS agencies to more efficiently monitor

housing availability for their customers.

2. Coordinated Operations

a. Purchase of Service Reform

The Administration's plan the state's 13 agencies and 2 soldier's homes into 4

clusters and eliminates DMA by incorporating its functions into EOHHS. Massachusetts

is one of only a few states that continues to have such a large number of health and

human services agencies according to a preliminary report by NCSL. States have instead

been moving toward a larger-agency HHS system.

The Task Force believes that consolidating operations by grouping agencies with

like missions makes sense while allowing the agencies to maintain their self-

determination. By coordinating the procurement system at the "Coordinated Operations"

level, the state can realize savings and provide better services to its clients. By
consolidating along function lines and maintaining individual agencies, the Task Force

believes most effective balance is struck, avoiding a loss of focus for agencies serving

very different client populations.

The Commonwealth of Massachusetts, in its provision of human services, should

be thought of as having two main client types: individuals and families and community

based providers. Case management addresses the complex needs of individuals, who are

often served by more than one state agency, while the "Purchase of Services" (POS)

system is how the state manages the community based providers that deliver services

secondarily to individuals and families. According to the Massachusetts Taxpayers

Foundation, the Commonwealth allocated $2. IB to these community-based providers,

accounting for 49% of the total human services budget in FY02.

Currently, the POS system is operated independently by each state agency for a

particular program. The lack of a coordinated system between all of the agencies within

EOHHS results in:

• Duplication of effort within and between the state agencies costing the state

money

• Community based providers, that often hold contracts with multiple state

agencies for several different programs, allocate valuable staff resource to

manage these highly regulated contracts

• Performance data is not focused on performance or outcomes and is not used

for managing or budgeting

• Individuals and Families suffer consequences

The Task Force recommends that the responsibility and operation of POS for

health and human services fall under the jurisdiction of the Executive Office of Health

and Human Services via "Coordinated Operations", grouping mission similar agencies.
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We envision a system of procurement that provides one RFR managed by a "Coordinated

Operation" per community-based provider. The various programs contracted through

this master RFR can be individualized through a flexible subsection of each contract.

This recommendation is based on testimony received by the Mass. Taxpayers

Foundation, the Mass. Council of Human Service Providers, Inc., and countless providers

who detailed the waste and inefficiency that comes with the current system. By
consolidating this function at the Executive level, and managing it through the agency

groupings, the Task Force believes that this proposal merges the ideas of the

Administration, lessons learned from the mistake of a function-line only reorganization

completed by Oregon's health and human services agency, and the practical knowledge

of the experts, providers and consumers of the Commonwealth. Preliminary findings of a

nationwide report being produced by the National Conference of State Legislatures

advocates for the client-focus of this kind of reorganization.

This coordination will require that agencies' regulations and standards align with one

another, which will take time and firm direction. This reform promises a host of benefits,

however, including reduced administrative costs, both for providers and EOHHS
agencies and an opportunity for true service-provision analysis.

b. Procurement Based on Performance and Outcome

The Task Force further recommends that EOHHS, EOEA and DVS link funding to

program performance and outcome. Preparing RFR's with this focus will take a step

toward finding the best value for the state's human service dollar with the potential of

cost savings as a result. Performance and outcome evaluation should be done at the

programmatic level by agency program managers who know the details of the mission

and population served by the program. Also, agencies should use evaluations to develop

fair and adequate contract pricing. Recent years' contracts between DMA and the

Massachusetts Behavioral Health Partnership can serve as a guide.

c. "One Stop Shopping" for EOHHS Services

The Task Force believes that a move toward a "once stop shopping" concept of

entry for clients into the EOHHS service system is both client friendly and

administratively cohesive. As EOHHS moves in the direction of consolidating area

offices, developing a single entry point - where a client can walk into an area EOHHS
office and easily be directed toward the service(s) needed is feasible and makes an

efficient use of administrative resources. Development of the aforementioned centralized

database should precede such efforts.

3. DMR Facility Consolidations

The Administration makes an ambitious proposal to close the Fernald

Development Center and realize savings within FY 04. Past residential closings such as
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Belchertown and Dever required at least three years to responsibly move these

individuals into community based settings. The Task Force recommends the following:

• The Fernald Developmental Center should close. However, the

Administration's proposal does not allow for the responsible amount of time

to transition these individuals into the community. A transition plan should be

developed to make this transition within two years, upholding Ricci v.

Cellucci and realizing cost savings at that time. Commissioner Morrissey and

other long term DMR staff agrees that closing Femald within the year may not

be realistic. He asserts that the best interest of the residents and their families

are the first concern. Massachusetts has a top reputation for facilitating the

transition of residents into the community and the Task Force believes that

this will drive the planning process.

• Other facilities should be closed. DMR is finalizing a report that would

provide more detail towards this end. In the meantime, the legislature should

indicate through an outside section in the budget that a more aggressive plan

to transition facility residents into the community who are willing to do so.

Past and current experience indicates that many residents and their families

would choose a community based provider if a plan is offered to them.

Past closings of facilities, like Belchertown and Dever, have provided insight and

guidance for future closings. In 1992, Belchertown closed, delivering 286 individuals

considered to be medically fragile into community-based settings. It is important to note

that all 286 of these individuals chose private, community-based settings versus moving

to another state owned facility and despite their severe medical needs, were able to

receive the care they required. As the state enters into responsible planning for the

closure of state facilities, the fact that most, if not all, individuals choose community-

based placement over relocation to a state facility. Alabama, Delaware, Michigan,

Washington D.C., Rhode Island, Maine, Vermont, New Hampshire, Oregon and possibly

a few other states have no state owned DMR residential facilities. Therefore, movement

toward fewer such facilities in Massachusetts is the right move.

Responsible transition planning for individuals residing in state run DMR
facilities requires an exit cost of between $92,000-80,000/individual. Therefore, once

facilities are closed, it will still be another half year before savings are realized.

Fernald Developmental Center

The Fernald Developmental Center was chosen by the Administration because of its size

and poor physical condition. Inefficiencies abound at this institution from its archaic and

costly heating system to unnecessary parking garage and land. Selling off parcels of land

from this campus makes sense. It is possible to do so immediately while preparing a

sufficient transition time frame for the transition of its residents into the community.

However, the environment surrounding the closing of Fernald is contentious. The closing

of Belchertown took 3 years because all involved - families, officials and providers were
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in favor of it. Dever, however, took 10 years to close because of a lack of consensus. As

plans for the closure of Femald continue, a better idea of the time line will develop. We
encourage providing appropriate housing on some portion of Fernald's campus for

current Fernald residents, if possible.

4. Adopt JCAHO Accreditation Standards

Rather than requiring health care facilities meet specific state operating and

related standards, EOHHS agencies should consider requiring no further accreditation

than the industry standard, promulgated by the Joint Commission on Accreditations of

Healthcare Organizations.

5. Trust Fund for DMR and DMH client services

The Task Force recommends that 70% of proceeds from the sale of any DMR or

DMH facilities be placed in a trust fund to be used exclusively for that agency's client

services programs.

C. Programmatic Reforms

1

.

Community Partnerships for Children from DOE to OCCS

If and only if budget language ensures the character of the CPC is maintained as

currently established, and that the program remains grant based rather than voucher and

contract as other OCCS child care initiatives are, the Task Force conditionally

recommends the transfer of the full line item amount to OCCS. In the most recent round

of 9C cuts, DOE reduced direct services to CPC children by more than $7.5M while

reducing administrative costs by only a few hundred thousand. OCCS promises to work

with the local CPC's to reduce administrative costs so that more children may be served.

However, if a commitment in the form of budget language can not be made, the Task

Force recommends that the program remain at DOE and a study group be formed to

determine in which agency this program can run to provide the most effective benefit to

children for consideration in FY 05.

2. Prescription Advantage

The Task Force recommends EOEA implement a variety of cost saving measures,

in addition to its recent changes in enrollees' costs, to ensure the continuation of this

important program. Specifically, we recommend the EOEA restrict this program to the

elderly, limit new enrollment to a one month period annually (in March, to allow more

accurate budget preparation), increase co-payments and deductibles for higher income

enrollees and join with GIC, Medicaid and interested municipalities in bulk purchasing of

goods and services, including prescription drugs through a non-profit pharmacy benefit

manager. Again, the Task Force urges the Administration to aggressively pursue federal

reimbursement for this program.
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3. Neurological Disabilities in DPH

The Task Force recommends that all services for those with autism and related

neurological disorders be centralized in DPH.

4. Food Stamps

The Task Force recommends greater outreach to ensure all eligible residents,

including non-citizens, access the federal food stamp program.

5. Prescription re-use or buy back program

The Task Force recommends that health care institutions be allowed to reuse

unused prescription drugs, under regulations promulgated by EOHHS, rather than destroy

such pharmaceuticals.

6. Administration of SSI for the Blind from MCB to DTA

The Task Force recommends that this program remains at MCB.

7. Consolidation of Teen Pregnancy Prevention and Service Programs

The Task Force recommends that these line items remain distinct.

8. DPH Domestic Violence Program from DPH to DSS

The Task Force recommends that this program remains with DPH.

D. GIC Recommendations

The Administration's proposal to increase GIC enrollees' share of their premiums

is unacceptable. While the risk adjustment the Administration has proposed would have

an equitable and positive effect on the health insurance system, tying it to higher

employee contribution rates without a cap is imprudent and unfairly burdensome to

employees. The Administration's proposal, which has been billed as increasing active

employees' share of their premiums to 25% and keeping retirees' share unchanged,

would actually increase all enrollees' share of their premiums substantially, in some cases

by as much as 225%. The Commonwealth is already realizing $30 million in annual cost

savings from increases in co-pays and deductibles, with these savings directly absorbed

by the employees and their families when seeking medical treatment. In addition, on July

1, 2003 GIC will institute a mandatory generic prescription drug programs which will

save $2 million in FY04 and a step therapy prescription drug program for seven

categories of commonly used drugs which will save $2.3 million in FY04.

The Task Force recommends an alternative to the Administration's plan. GIC
should implement further cost cutting proposals currently utilized in the private sector,
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especially those which encourage changes in behavior and utilization both by covered

employees and providers, such as:

• Risk adjust premiums to a benchmark

• Increase purchasing pools with addition of Prescription

Advantage, Department of Corrections and Medicaid, and allow

municipalities to join

• Implement $100 prescription drug deductible prior to co-payment

• Contract with non-profit pharmacy benefit manager

The Task Force believes, therefore, that the savings represented by the above

recommendations combined with the savings GIC will be implementing on July 1, 2003,

would provide significant savings and serve as an alternative to the Administration's

plan.

E. Budget Recommendations

The Task Force believes that the EOHHS and EOEA programmatic outside

sections contained in H 1 should be removed and considered by the Legislature

separately.

Proposed HHS Savings in FY04

The Task Force recommends the following

1. $100 annual GIC Prescription Drug deductible $12,000,000

2. Full implementation of the Community Choices $24,000,000

pilot program for long term care

3. Implement internet based housing wait lists for all EOHHS $1 ,000,000

Agencies

4. Consolidate EOHHS professional staff $15,000,000

5. Initiate savings in Prescription Advantage $23,000,000

April 1, 2003 changes $10,000,000

Limiting program to >65 $13,000,000

6. Consolidate eight DMR and eight DHM area offices into >$ 1 ,000,000

regional offices (this represents lease payments only;

we have not estimated savings from redundant staff

salaries and benefits).

Long Term HHS Savings Proposals
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1. Consolidate the current six DMR facilities into two

2. Consolidate the DMH state hospitals

3. Dispose of closed DMH/DMR facility land (including excess land on remaining

facility's grounds)

4. Create a single office in EOHHS which will handle all

purchasing for all EOHHS entities

5. Require DMR and DMH to consolidate all non-direct care

local offices into regional offices
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MEMORANDUM

To: Health and Human Services Task Force

From: Chairman Robert Koczera, Committee on Public Service

Date: 24 March 2003

RE: Group Insurance Commission Savings Analysis

The overall cost of the Commonwealth's share of health insurance has been

steadily rising, with an especially high rate of increase in recent years. The cost to the

Group Insurance Commission (hereinafter GIC) has spiked with the ever growing price

of healthcare in both the public and private sectors.

The health insurance cost to the Commonwealth went from 485,836,221 dollars in

fiscal year 1995, to roughly 744,063,652 dollars in the fiscal 2003 budget, an increase of

some 53.1 percent. The most dramatic increases in cost have come since fiscal year

2000, as the Commonwealth has seen increases of 9.1 percent, 1 1.6 percent and 9.0

percent.

The rising cost of medical care and prescription drugs has forced GIC to pass the

increases along to the Commonwealth and the employees. In recent years GIC has

attempted to deal with the increases to the bottom line by increasing the dollar amounts

for member co-payments and deductibles. In fiscal year 2003 employees saw HMO
doctor visit co-pays increase from 10 to 15 dollars per visit, while those on the Indemnity

plan now pay 10 dollars, up from 5 dollars per visit. Most employees also saw significant

prescription co-pay increases. The increases on prescription drug co-pays varied

according to the plan, but some drugs saw as much as a 30 dollar per prescription

increase in co-pays.

The Governor's group health insurance proposal estimates a savings of 80 million

dollars by increasing the contribution rate of employees to 25 percent of the least

expensive health plan available after a risk adjustment. The high savings are achieved by

targeting the least expensive health plan at a 75/25 ratio and uncapping employee costs

on all other plans. This proposal is unacceptable. While a risk adjustment would have an

equitable and positive effect on the health insurance system, tying it to high employee

contribution rates without a cap is imprudent and unfairly burdensome to employees.

The increase in group insurance costs since 2000 is a direct result of rising health

care costs throughout the nation and can be attributable in large part to rising prescription

drug costs, as well as increases in malpractice insurance and new medical technology.

The Commonwealth is realizing 30 million dollars in cost savings from increases in co-

pays and deductibles, but these savings are being directly absorbed by the employees and

their families when seeking medical treatment.

The two major problems with the Governor's proposal are that first, the 75/25

contribution rate for the least expensive health plan is inequitable for employees.

Second, the failure to cap employee contribution rates on all other health plans leaves

employees in a precarious position regarding their choice of health care provider.
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RONALD MARIANO
STATE REPRESENTATIVE
3RD NORFOLK DISTRICT

DISTRICT: (617) 328-5166

E-Mail: Rep.RonaldMariano@hou.state.ma.us

HOUSE OF REPRESENTATIVES
STATE HOUSE. BOSTON 02133-1054

Memorandum

Chairman

Committee on Insurance

STATE HOUSE. ROOM 254

TEL (617) 722 2220
Fax (617) 722-2821

To: Representative Antonio Cabral, Chairman

Health and Human Services Budget Working Group

From: Representative Ronald Mariano

Date: March 28, 2003

I. Health Insurance Companies User Fees

A. Introduction

In an effort to raise revenue to close the enormous $3 billion budget deficiency Governor

Romney has proposed numerous methods to both save and raise monies through

restructuring, eliminating waste and increasing methods to gain federal matching funds.

Specifically Governor Romney has introduced a MassHealth Proposal, HD 4042, which

includes an annual assessment on all the health insurance providers currently licensed to

do business in the Commonwealth. The intent of this provision is to tax existing

companies to acquire monies to contribute to the MassHealth fund and gain federal

enhancement funds. While the objective is agreeable, there are many problems and

serious repercussions, assumably unintended, in the legislation.

B. Federal Enhancements

According to a recent statement from the Commissioner of the Division of Medical

Assistance the funds collected would be allocated to the MassHealth Fund and would be

eligible for federal match money, eventually earning $190 million for the Medicaid pool.

While ultimately this may hold true, what the Commissioner fails to mention is that this

is an arduous endeavor to undertake. The federal statutes and regulations concerning

health care assessments are multi faceted and any reimbursement requires Center for

Medicare and Medicaid Services approval and complex waivers. The federal provisions

for assessing health care related companies mandate a uniform and broad based

assessment. There is already uncertainty that the assessment will be broad based due to

the anticipation of supplemental insurance writers arguing they are exempt from the tax

There is absolutely no guarantee the requirements will be met to secure the funds nor

would the monies be received in a timely manner.
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C. Actual Number of Insurance Companies

The language defining the health insurance companies mandated to pay the annual

assessment in Governor Romney's proposal reads, "each health insurer, including health

insurance companies, hospital service corporations, medical service corporations, and

health maintenance organizations." The Romney administration has determined 600

companies are licensed with The Division of Insurance (DOI) under this definition and

each will be assessed to secure the amount of $89.5 million. According to information

provided by DOI based on annual company filings as of 12/31/02, a total 594 companies

are licensed to write accident and sickness insurance - 268 of these companies currently

have no active subscribers in the state and presumably will forfeit their license

rather than pay an assessment in a state they are not reporting revenues. Of the

remaining 326 companies the DOI has supplied a list of 27 companies which DOI can

obtain estimates of the premiums associated with medical health insurance. Imposing an

assessment on only 27 companies to equal the amount of $89.5 million, as required by

the legislation, would cause the insolvency of the companies.

Division of Insurance - Estimated Medical Health Insurance

Premium Data based on 12/31/2002 Annual Statement Reports.

This base is derived from 2002 financial statements for planning purposes only. Since medical health

insurance premiums are not specifically reported on company financial statements, the Division of

Insurance estimated certain companies' medical health insurance premium dollars. Therefore, any base

used for actual assessments should be based on actual medical health insurance premium information that

the Division of Insurance would need to collect from insurance companies . In addition, please note the

data below only includes insured medical health premiums and does not include any employer self-insured

health plans, as these are not reported to the Division of Insurance.

There are 594 companies holding licenses to write accident and sickness insurance. 326 companies

reported direct written accident and sickness health premiums in Massachusetts on the 2002 annual

statements under the accident and sickness column. This includes premium for medical health insurance,

as well as premium for dental only, vision only, long-term care, disability income, accident only, credit

disability, hospital indemnity ($500 per day hospital only plans) and Medicare Supplement insurance.

The list below includes those companies that the Division of Insurance can derive estimates of the premium

associated with medical health insurance. Reported HMO premium dollars do not include Medicare and

Medicaid premium dollars. Insurance company premium dollars were estimated according to an assumed

proportion of reported premium attributable to medical health insurance. This means insurance premium

dollar estimates assume removal of dental only, vision only, long-term care, disability income, accident

only, credit disability, hospital indemnity ($500 per day hospital only plans) and Medicare Supplement

insurance. In addition, premium dollars do not include Federal Employee Health Benefit Program

premiums prohibited from inclusion in any assessment base under federal law.





NAIC
Company
Code Company Name

Estimated Volume
of Premium Written

that is Medical

Health Insurance

53228 Blue Cross Blue Shield ofMA 3,139,580,309

95688 Tufts Associated HMO Inc 1,567,591,388

96911 Harvard Pilgrim Health Care Inc 1,385,103,960

95541 Fallon Community Health Plan Inc 288,541,312

95673 Health New England Inc 183,684,199

95520 CIGNA HealthCare ofMA, Inc. 179,725,051

95236 Aetna Health Inc MA Corp 115,619,714

95149 United Healthcare ofNew England Inc 86,863,053

62308 Connecticut General Life Ins Co 84,210,061

60054 Aetna Life Ins Co 65,326,490

79413 United HealthCare Ins Co 61,515,364

64246 Guardian Life Ins Co of America 57,253,504

11109 Neighborhood Health Plan Inc 52,282,365

97055 MEGA Life & Health Ins Co The 32,923,425

80314 UNICARE Life & Health Ins Co 27,681,250

Miscellaneous Estimated for All Other Companies 20,000,000

65080 John Alden Life Ins Co 18,748,426

66087 Mid-West National Life Ins Co of Tennessee 15,706,372

95299 ConnectiCare ofMA Inc 14,737,493

68322 Great-West Life & Annuity Ins Co 11,705,328

95659 One Health Plan ofMA Inc 8,245,226

70939 Gerber Life Ins Co 7,424,449

80926 GE Group Life Assurance Co 5,253,428

91626 New England Life Ins Co 4,983,647

72052 Corporate Health Ins Co 1,680,915

82538 National Health Ins Co 906,099

61832 Chesapeake Life Ins Co 874,007

80799 Celtic Ins Co 776,724

Total Estimated 2002 Direct Written Medical

Health Insurance Premium Base in Massachusetts
7,438,943,558





D. Retaliatory Taxes

If Massachusetts passes this tax many other states may follow suit and many of our

domestic carriers could be faced with retaliatory taxes in each state in which they hold a

license (in some cases all 50 states) which would further jeopardize their stability.

Additionally the language exempts all of the self-insured companies in the

Commonwealth from the assessment. This could create an incentive for employers to

self insure which would result in a loss of premium revenues for the Commonwealth as

well as a tremendous loss in regulatory control, including many consumer protections.

The assessment penalizes the limited number of health insurers operating in the

Commonwealth and discourages potential health insurers to do business in the state.

E. Negative Impact on the Employees in the Commonwealth

The largest hazard in mandating this assessment is the financial impact it will have on

employees in Massachusetts. The rising cost of health insurance is the largest concern to

employers across the Commonwealth. In the past few years employers have been faced

with annual double digit increases and the future sees no relief. If the assessment is

charged on health insurers the cost will be passed on to employers and eventually to

employees in the form of premium rates. Preliminary reports estimate it would be an

additional increase of $30.00 per enrollee per year. In essence, a family of five would

pay an extra $150 per year over and above their double digit annual premium increase

and increased out-of-pocket co-pays. Accepting this policy would enforce a fine on

employers who offer health insurance to their employees. Ultimately it could discourage

employers from offering health benefits to their employees, leaving the burden on the

workers to pay 100% of premiums and definitely raising the number of uninsured people

in the Commonwealth.

F. Conclusion

Having researched, conversed with and solicited information from the state agencies,

health insurance companies, business alliances and consumer advocacy groups impacted

by the proposed legislation have come to the conclusion the tax would have an adverse

impact on consumers and businesses alike in Massachusetts. Prior to the submission of

this legislation Governor Romney clearly did not thoroughly examine the negative impact

the assessment would have on the health insurance industry. The administration did not

fully investigate nor petition for adequate information from the impacted parties both in

the public and private fields. Not only did the administration egregiously over estimate

the number of health insurance writers that would bear the assessment, over simplified

the complex federal reimbursement process, and neglected to foresee the destructive

outcome the tax would present on the workers of the Commonwealth. It is for all these

reasons, I recommend the proposed assessment be absent from the House budget

language.





II. Expansion of GIC to cover other groups

A. Pro and Cons of Expanding the GIC

Through discussions with Dolores Mitchell, Executive Director of Group Insurance

Commission (GIC), it is clear the GIC is open to undertake an expansion to include

municipal employees. She feels the potential population would be similar to the existing

GIC population, and could be pooled in the same manner, as long as the incoming groups

were governed by the same uniform regulations. Section 19 of Chapter 32B of the

M.G.L. outlines the manner in which municipalities can join the GIC. There are,

however, many questions surrounding this issue which bring into question the possible

benefits of expanding the GIC.

Presently, each municipality is responsible for establishing its own employee contribution

rate. These rates range from 50% to 90%. By moving municipal employees into the

GIC, employer contributions would be standardized at GIC levels, currently 85%.

Whether this standardization will prove to be a savings or not for the municipality will

wholly depend on their present contribution rate. For those towns with low contribution

rates at the moment, this adjustment could become a substantial burden - a possible 35%
increase in contribution rate per employee.

Another hurdle one must look at when examining the idea of expanding the GIC to cover

municipal employees is the collective bargaining process through which health benefits

are presently contracted. These negotiated contracts would either have to be

renegotiated, which would be a considerable task, or municipal employees could be

added to the GIC when their contracts expire, which would limit any benefit in this fiscal

year. However, relieving cities and towns of the responsibility of bargaining with

municipal employees over each point of their health benefits could prove to be beneficial

at the local level.

The most common problems cited by those who provided input on this issue were the

coverage disruption for consumers and the overall administrative undertaking a sweeping

change would bring with it. Anyone who has worked to institute a major transition of

employees from one carrier to another will attest to the emotions such a change can bring

out in employees. Shifting employees to new providers would create a considerable

disruption. For example, an employee could be required to find a new primary care

physician. New prescriptions would be needed for all medications. Those insureds who
are undergoing a course of treatment would need all new referrals for the care. These

disruptions would have the most affect on those who receive the greatest amount of care,

presumably those least able to manage such a disruption. As a side note, many
municipalities have Blue Cross/Blue Shield coverage, a carrier with whom the GIC has

no present relationship, guaranteeing a large portion of the new pool substantial

disruption. Besides the impact on consumers, the GIC itself and the human resources

offices in each city and town would be placed under a considerable burden to educate the

insured population of the changes and enrolling each employee in the new plan.





Additionally, it is important to note, most municipalities already belong to some form of

regional purchasing groups, as outlined in Section 12 of Chapter 32B of the M.G.L.

Many of these groups benefit from health insurance rates lower than the current GIC
options. The Massachusetts Municipal Association has submitted written opposition to

the expansion of the GIC to cover municipal employees.

In summation, while the GIC is open to exploring the expansion of the GIC to municipal

employees there are certainly questions whether such an expansion would prove to be a

financial benefit for either the state or the cities and towns. Questions still exist around

present and future municipal contribution rates, collective bargaining agreements,

continuity of care, and administrative transition.

B. Other Issues

• One cost-saving idea that has come out of this research pertains to how retired

municipal employees receive health care coverage. Whether retired employees are

required to sign-up for Medicare is presently decided via local option. By allowing

retirees the option of not signing up for Medicare, a city or town is wholly responsible for

providing health insurance coverage. On the other hand, if enrollment in Medicare was

required of retirees, Medicare would pick up the bulk of the costs, and municipalities

would only be required to cover the remaining expenses. Such a change should be

relatively unnoticed by the seniors in question, whereas it pertains more to financing than

actual care. The potential savings of this change is presently unknown, however could

prove substantial to some municipalities.

• Another question raised during the preparation of this report pertained to the number of

choices available to state employees under the GIC, specifically whether limiting choice

would save money. The GIC is presently able to calculate the average cost of treatment

under each of its insurance options. The average cost can vary greatly between each

option. Those with limited understanding of insurance markets might suggest dropping

the higher cost programs thereby lowering the overall cost of care. If one examines the

populations of each insured group it will become clear that those on the lower end are not

less expensive due to cost-saving measures but due to the population insured.

Conversely, those health insurance choices at the higher end of the scale are not less

efficient at providing care, but their population tends to include individuals who use

services at a much higher rate. This form of adverse selection leads to great population

differences between health insurance options under the GIC.

Given this, some have questioned why it is not in the state's best interests to eliminate all

choice and offer one insurance plan, thereby spreading the risk (and cost) over the

greatest population available. In theoretical terms this could result in lower rates,

however, as with most economic engines, the lack of competition can have many
negative consequences. The temptation for a single carrier to raise rates if it knew
consumers had no other choice could be strong. Such a scenario would leave the GIC in

a precarious situation, forced to accept higher rates or move each and every insured

individual to a new provider - an administrative undertaking of the highest order.





C. Federal Employee Insurance

When looking at the concept of expanding the GIC, it would be prudent to see what

larger governmental organizations have done to provide health care for its employees.

Presently, through the Office of Personnel Management, federal employees in

Massachusetts are offered three choices in health care providers. While the exact

employee contribution rate varies from one plan to another, on average, a federal

employee in Massachusetts contributes 30% of their total premium. Additionally, the

federal government does not provide dental or vision coverage for employees. In looking

at the rates listed below, one can see the choices available to federal employees, on the

whole, are more expensive than those choices available to state employees under the

GIC. Unfortunately, without making a side-by-side analysis of each benefit offered by

these providers, the reason for the premium difference is unclear.

Federal Employee Health Benefits for Massachusetts in 2003

HMO Plans 2003 Monthly Premium Rates
Percent of

Employee Government Total Employee

Contribution Contribution Premium Contribution

Blue Chip, Coord Hlth Partners

ConnectiCare

Fallon Community Health Plan

Individual $115.03 $236.82 $351.85 0.33%

Family $360.02 $540.84 $900.86 0.40%

Individual $72.95 $218.84 $291.79 0.25%

Family $223.28 $540.84 $764.12 0.29%

Individual $76.54 $229.61 $306.15 0.25%

Family $245.99 $540.84 $786.83 0.31%





D. Current GIC Rates

Comparatively speaking, the GIC offers more generous benefits than most municipalities

or private companies. Below is a breakdown of current GIC rates.

Group Insurance Commission Rates 2003

Provider Choices 2003 Monthly Premium Rates
Percent of

Employee Government Total Employee

Contribution Contribution Premium Contribution

GIC Indemnity Plan With CIC Individual $91.45 $396.86 $488.31 0.85%

Family $207.62 $895.10 $1,102.72 0.85%

GIC Indemnity Plan Without CIC Individual $70.04 $396.86 $466.90 0.85%

Family $157.96 $895.10 $1,053.06 0.85%

GIC Indemnity Plan Plus Individual $55.06 $311.97 $367.03 0.85%

Family $117.68 $666.80 $784.48 0.85%

Commonwealth PPO Individual $45.67 $267.65 $313.32 0.85%

Family $106.18 $622.43 $728.61 0.85%

Harvard Pilgrim Health Care Individual $44.25 $250.73 $294.98 0.85%

Family $106.24 $602.02 $708.26 0.85%

CIGNA Health Care Individual $41.86 $237.16 $279.02 0.85%

Family $100.45 $569.16 $669.61 0.85%

Tufts Health Plan Individual $42.15 $238.79 $280.94 0.85%

Family $99.69 $564.86 $664.55 0.85%

Neighborhood Health Plan Individual $34.04 $192.76 $226.80 0.85%

Family $87.14 $493.78 $580.92 0.85%

Health New England Individual $35.17 $199.29 $234.46 0.85%

Family $86.71 $491.31 $578.02 0.85%

Fallon Community Health Plan Individual $32.50 $184.12 $216.62 0.85%

Family $82.76 $468.94 $551.70 0.85%





ANTONIO CABRAL
REPRESENTATIVE
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COMMONWEALTH OF MASSACHUSETTS

HOUSE OF REPRESENTATIVES
STATE HOUSE. BOSTON 02 1 33 1 054

Chairman
Committee on human Services

and Elderly affairs

State house. Room 23
Tel (617) 722 2140

E-Mail

Rep AntonioCabral@hou slate ma us

The Honorable Thomas M. Finneran

Speaker of the House
State House, Room 356

Boston, MA 02133-1008

Re: Preliminary Health and Human Services Task Force Findings

Dear Speaker Finneran:

On March 3, you asked me to chair an informal task force, comprised of members

of the Committees on Human Services and Elderly Affairs, Health Care, State

Administration, Public Service and Insurance, charged with the following tasks: to

examine the Governor's budget proposals, to assist the Committee on Ways and Means in

drafting its budget proposal and to solicit the greatest input from the public in the budget

process. You asked that this Health and Human Services Task Force issue a preliminary

report by late March or early April.

As you know, an examination of the health and human services portion of this

year's budget has been complicated by Governor Romney proposed reorganization of the

Executive Office of Health and Human Services, the Executive Office of Elder Affairs

and the Department of Veterans' Services. H 1 reflects this proposal. In addition, the

Governor has pledged to submit legislation by May 1 pursuant to Article 87 of the state

constitution to effectuate this reorganization. In light of the limited time available to the

Committee on Ways and Means in drafting its budget proposal this year, I am submitting

the following preliminary budget findings. We expect to submit our complete findings

which will include a thorough analysis of the Governor's proposed reorganization plans

shortly.

The Health and Human Services Task Force has examined the Governor's

proposals and met with the Secretaries of EOHHS and EOEA, as well as the heads of

each of the EOHHS departments, divisions and commissions. We have also met with the

Executive Director of the General Insurance Commission. Joined by a dozen additional





Members who volunteered to serve on the Task Force, the Task Force, in conjunction

with the remainder of the Committee on Human Services and Elderly Affairs, held four

public hearings around the Commonwealth, in Holyoke, Boston, North Andover and New
Bedford, and heard from hundreds of citizens during more than twenty-two hours of

testimony. The Task Force received written or oral testimony from public management

experts at Harvard's Kennedy School of Government, the Heller School of Social Policy

at Brandeis and the McCormack Institute of Public Affairs at the University of

Massachusetts as well as from representatives of the MA Extended Care Federation,

Catholic Charities, the MA Taxpayers Foundation, the MA Human Services Coalition,

AARP, the MA Public Health Association, the MA Hospital Association, the MA Nurses

Association, the MA Medical Society, ARCMass, the Home Health Care Association of

MA and Mass Home Care, among a host of other statewide and regional providers,

advocates and customers of state services.

As a result of these meetings and hearings and of the Task Force's examination of

the Governor's budget and reorganization proposals, the Task Force makes the following

findings:

1. The Governor claimed that his proposed EOHHS and EQEA reorganization

plan would save $90 million. Our examination shows that this plan is very

unlikely to save more than $23 million in FY04, and even these savings are

far from assured. An effective reorganization could improve the quality of the

services the Commonwealth provides to millions of Massachusetts residents

and could save the Commonwealth money in subsequent years. It will not,

however, yield significant savings in FY04.

2. Other than by making changes to the Commonwealth's Medicaid program,

there are minimal savings to be found in EOHHS programs in FY04.

I. H 1 and the Governor's EOHHS and EOEA Reorganization Plan

In releasing his proposed reorganization, Governor Romney claimed the

following savings or revenue "enhancements." Upon examination, we have found the

following:

A. No more than $23 million of the $90 million in "administrative

consolidations and restructuring" in EOHHS which the Governor claims

in H 1 is realizable in FY04.

Sections 1-3 below are the three categories of savings EOHHS offered as

comprising the savings which would accrue from EOHHS reorganization. EOHHS staff

has admitted that they made a simple addition error in reaching the $90 million figure:

the sum of these three categories of savings, described below is actually $83.7 million. In

addition, EOHHS now acknowledges that they made another addition error in reaching

the total for Section 2, below: this category, by their own calculation, actually totals only





$31 million. These two mathematical errors reduce the $90 million figure to $78.4

million, even before any examination of the reorganization plan. For the reasons

described below, further examination reveals that even this reduced figure far exceeds

realizable savings in FY04.

1. $30 million from the sale of closed EOHHS facilities.

EOHHS admits that expecting the delivery of this amount of proceeds from the

sale of state property that is not yet out to bid and that, in many cases, represents

facilities which are still operating, is very optimistic. Given the necessary steps

preceding any such sale—closing the facility and relocating residents, conducting

environmental, zoning and other review of the properties, may of which are

comprised of multiple parcels, conducting any necessary environmental

remediation, allowing for local review of the sale and future use of these

properties, marketing the properties, preparing for closings—we believe it is

wildly unrealistic to expect closing on any of the properties within the next

fourteen months.

2. $36.3 million due to "licensure adjustments" at DPH and DMH facilities

and the closure of state facilities.

EOHHS now acknowledges that the total for this category is actually $31 million.

Approximately $6 million of his figure represents additional federal

reimbursement which EOHHS believes it can obtain through Medicaid by

changing the licensure and operations of several state hospitals, such as the

Massachusetts Mental Health Hospital. EOHHS has not provided a detailed

breakdown of this savings, however. The remainder of this category represents

savings obtained by ceasing operations at several state hospitals and related

facilities. Given past experience in closing facilities which house seriously

disabled and/or physically and/or mentally ill clients, the possibility of completing

these closures, much less doing so early enough in FY04 to produce significant

operating expense savings, is remote. In 1 991 , a bipartisan commission

recommended the closure of the Dever State School within three years. Dever

took eleven years to close and remains owned by the Commonwealth.

3. $17.4 million in actual "reorganization" savings.

The administration can identify $2.3 million in savings from closing 36 EOHHS
regional offices. Seventeen of the 36 offices the administration has identified for

closing, however, are under lease agreements which expire after the end of FY04.

EOHHS is so unsure what penalty might be incurred by breaking these leases, that

they have inserted outside section 254 in H 1 to try to deal with this potential legal

hurdle. The remainder of this figure represents staff reductions which EOHHS
believes can be effectuated by centralizing professional staff (legal, accounting,

IT, etc.), i.e., moving staff currently in each division to EOHHS itself and thereby

eliminating some duplication of staff and expertise.





We believe, therefore, that no more than $23 million of the $90 million in savings

the Governor said would be realized by his EOHHS reorganization are realizable in

FY04, of which $2.3 million represents local office closures, $15 million represents back

office staff reductions and $6 million represents additional FFP through licensure

changes. We emphasize that all three of these savings, however, have significant hurdles

to realization as well, as detailed above.

B. The $89.5 million revenue "enhancement" which H 1 envisions from a

new $150,000 per insurer user fee would actually only produce $9

million, as currently proposed.

The Governor's appears to have obtained the $89.5 million figure by multiplying

the intended $150,000 per insurer fee by the number of entities currently holding health

insurance licenses, 594. The Division of Insurance notes, however, that 268 of these

companies have no active subscribers in Massachusetts and, therefore, would likely

simply forfeit their licenses rather than pay a fee. In fact, DOI can only identify 27

companies which have received health insurance premiums in 2002 and even some of

these received so little total premiums, less than $1 million, that it would appear unlikely

that they would continue operating in Massachusetts if forced to pay even a $ 1 50,000

annual fee, much less the significantly larger fee needed if $89.5 million in fees were

spread over only 27 companies. Either far fewer dollars could actually be raised by this

user fee, as proposed, or a small group of local insurers would actually bear millions of

dollars each of this new fee.

There are additional hurdles. If Massachusetts were to enact this fee other states

might impose retaliatory taxes on Massachusetts insurers, in effect increasing further the

total cost of the user fee to those Massachusetts insurers operating in such states. Also,

since the Governor's proposal exempts self-insured companies, the resulting incentive to

self-insure could result in a significant loss of premium revenues for licensed insurers,

thereby decreasing further the net revenue generation to the Commonwealth. Finally, by

increasing health insurance premiums statewide, this user fee would provide a further

disincentive to employers to offer health insurance, which would increase the cost to the

Commonwealth of providing health care through Medicaid and the Uncompensated Care

Pool.

C. $80 million savings by increasing employees' share of GIC health

insurance premiums.

The Governor's group health insurance proposal estimates a savings of $80

million by increasing the contribution rate of employees to 25 percent of the cost of the

least expensive health plan available after a risk adjustment. The high savings are

achieved by targeting the least expensive health plan at a 75/25 ratio and uncapping

employee costs on all other plans. This proposal would do nothing to control health care

costs, by changing behavior or utilization. It would merely shift costs to employees. The

Commonwealth is already realizing $30 million in annual cost savings from increases in

co-pays and deductibles, with these savings directly absorbed by the employees and their





families when seeking medical treatment. In addition, GIC is about to institute a variety

of other cost cutting measures, including a mandatory generic drug program and a

reference pricing program for seven categories of drugs for which there are non-

prescription alternatives. Instead of cost shifting, GIC should implement further cost

cutting proposals currently utilized in the private sector which encourages changes in

behavior and utilization both by covered employees and providers.

II. Proposed HHS savings in FY04

Among the cost saving measures the Task Force is considering that could have an

impact in FY04 are the following:

1

.

Fully implement "Community Choices" pilot program $24,000,000

for long term care

2. Implement internet-based housing wait lists for all EOHHS Agencies $ 1 ,000,000

3. Consolidate eight DMR and eight DHM area offices into >$1 ,000,000

regional offices (this represents lease payments only; we have not

estimated savings from redundant staff salaries and benefits)

4. Imposition of $100 annual prescription drug deductible $9,000,000-

for GIC enrollees $12,000,000

The Governor's proposed increase in GIC enrollees' premiums does not represent an $80

million savings, because it applies a 75/25 split to only the least expensive health plan but

requires other enrollees to pay more than 25% of their plans' costs. If the Governor's

plan were applied to all enrollees according to the present formula in the current 85/15

split, the possible savings will be far less than $80 million. We believe, therefore, that

the savings represented in Item #4 above, in conjunction with the cost saving measures

GIC will be implementing on July 1, 2003, described above in Section I.C, could provide

comparable cost savings and serve as an alternative to the Governor's proposal.

Sincen

ANTONIO ITD/CABRAL
State Representative, 13th Bristol District

Chairman, Committee on Human Services & Elderly Affairs

Cc: Rep. Peter Larkin, Assist. Vice Chair, Committee on Ways & Means

Members of the Health and Human Services Task Force

Members of the Joint Committee on Human Services and Elderly Affairs





The Speaker's

Health and Human Services

Task Force

Fiscal Year 2004

Governor's H1 Proposal

GIC Proposal

nm

Governor's H1 Proposal

Administrative Consolidations and

restructuring in EOHHS saves no more than

$23M, not $90M as Governor Proposed

z
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Task Force Process

Held four public hearings
Boston

New Bedlo<d

North Andover

Holyoke

- 22 hours of testimony

- Over 300 individuals or organizations offered testimony

Met with Secretaries of EOHHS and EOEA and
heads of each of its departments, divisions and
commissions

Met with Executive Director of GIC

Governor's H1 Proposal

Revenue Enhancements

$100 000.000

$80,000,000

$60,000,000

$-40,000,000

$20,000,000
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EOHHS Budget History

•EOHHS Spending, excluding DMA and Senior

Pharmacy, has decreased by 5.8% over the past 12

years when adjusted to 2003 dollars

EOHHS Spending 1991-2003

EOHHS* 1991

Spending

Adjusted

EOHHS* 1999

Spending

Adjusted

EOHHS* 2003

Spending





Budget History

EOHHS and

EOEA -
Actual

Spending

GAA Actual

Spending

1991 1999 2003

No* ndudvg DMA and Senior Pharmacy

•Annual rale of spending growth (of the overall budget in the

General Appropriations Acts since 1991 averages 3 4% per year

•Annual rate ot spending growth lor human services and elderly

affairs' since 1991 averages 1 9% per year

Recommendations of Task

Force
Department of Veteran's Services retained as

free standing agency under EOHHS

Executive Office of Elder Affairs retained as

Cabinet level agency with Secretary reporting

directly to Governor

Support integration into respective agencies of

Division of Medical Assistance and Division of

Health Care Finance and Policy

Task Force's Recommendations:

Operational

• Unified EOHHS Databases

• Coordinated Operations

- Purchase of Service Reform

- Procurement Based on Performance and
Outcome

- "One Stop Shopping" for EOHHS Services

• DMR Facility Consolidations

• Adopt Joint Commission on Accreditations

of Health Care Organizations Standards

Organization of the Executive Office of Health and Human Services
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Task Force's Recommendations:

Program Highlights

Community Partnerships for Children

- Conditional Recommendation
• MAINTAIN EDUCATIONAL INTEGRITY AND CHARACTER
WITH BUDGET LANGUAGE

Prescription Advantage
- EOEA restrict program to elderly

- Limit new enrollment to one three week period annually

- Increase co-payments and deductibles lor higher

income enrollees and join with GIC
- Medicaid and interested municipalities in bulk

purchasing of goods and services, including prescnption

drugs through a non-profit pharmacy benefit manager





Task Force's Recommendations:

GIC

"Risk adjust' all plans to a benchmark

Increase purchasing pools with addition of:

- Prescription Advantage

- Department of Corrections and Medicaid

- Municipalities

Implement $100 prescription drug deductible

Contract with non-profit pharmacy benefit

manager

Task Force's Recommendations:

Budgetary

FY04 Savings
• 1. $100 annual GIC Prescription Drug deductible $12,000,000

• 2. Full implementation of the Community Choices $24,000,000

pilot program tor long term care

• 3. Implement internet based housing wait lists for $1 ,000,000

all EOHHS Agencies

• 4. Consolidate EOHHS professional staff $1 5,000,000

• 5. Initiate savings in Prescription Advantage $23,000,000

• 6. Consolidate eight DMR and eight DHM area >S 1,000,000
OffiCeS intO regional OffiCeS (th« repnMenU tease payments only)

Task Force's Recommendations:

Budgetary

FY05 and Beyond

• 1. Consolidate the current six DMR facilities

into two
• 2. Consolidate the DMH state hospitals

• 3. Dispose of closed DMH/DMR facility land

• 4. Create a single office in EOHHS which will

handle all purchasing for all EOHHS entities

• 5. Require DMR/DMH to consolidate all non-
direct care local offices into regional offices




